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LEGISLATURE AND THE COUNCIL ON THE MAFIKENG LOCAL MUNICIPALITY 

REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I was engaged to audit the accompanying financial statements of Mafikeng Local Municipality, 
which comprise the statement of financial position as at 30 June 2010, and the statement of 
financial performance, statement of changes in net assets and cash flows for the year then 
ended and a summary of significant accounting policies and other explanatory information, as 
set out on pages [XX] to [XX]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these financial 
statements in accordance with the South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division 
of Revenue Act of South Africa, 2009 (Act No. 12 of 2009) (DoRA). This responsibility 
includes: designing, implementing and maintaining internal control relevant to the preparation 
and fair presentation of financial statements that are free from material misstatement, whether 
due to fraud or error; selecting and applying appropriate accounting policies; and making 
accounting estimates that are reasonable in the circumstances. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of South Africa, 1996 (Act No. 108 of 1996) and 
section 4 of the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) my 
responsibility is to express an opinion on the financial statements based on conducting the 
audit in accordance with the International Standards on Auditing and General Notice 1570 of 
2009 issued in Government Gazette 32758 of 27 November 2009. Because of the matters 
described in the basis for disclaimer of opinion paragraphs, however, I was not able to obtain 
sufficient appropriate audit evidence to provide a basis for an audit opinion. 

Basis for disclaimer of opinion 

First-time adoption of GRAP reporting framework 

4. I was unable to obtain sufficient appropriate audit evidence to confirm the correctness of 
disclosure note 48 on the first time adoption of GRAP, due to the fact that sufficient 
appropriate audit evidence could not be provided for adjustments made to various prior year 
balances. The municipality’s records did not permit the application of alternative audit 
procedures. Consequently, I was unable to determine the existence, valuation and allocation, 
and rights and obligations of disclosure note 48 to the financial statements. 

Property, plant and equipment 

5. I was unable to obtain sufficient appropriate audit evidence to support asset additions of 

R8 294 884 disclosed in note 3 to the financial statements. Furthermore, assets could not be 
verified due to inadequate information contained in the municipality’s asset register. The 
municipality’s system did not permit the application of alternative audit procedures. 
Consequently I was unable to determine the completeness, valuation and allocation, 
existence, and rights and obligations of property, plant and equipment of 
R433 935 880 (2009: R425 326 793) disclosed in note 3 to the financial statements. 
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Trade and other receivables 

6. I was unable to obtain sufficient appropriate audit evidence to support debtors’ balances of 
R6 566 229 included in other receivables of R9 939 356 (2009: R13 754 268) and consumer 
debtors of R72 318 631 (2009: R62 576 184) respectively disclosed in notes 12 and 13 to the 
financial statements The municipality’s system did not permit the application of alternative 
audit procedures. Consequently, I was unable to determine the existence, valuation and rights 
of trade and other receivables from exchange and non-exchange transactions. 

7. I was unable to determine whether the municipality used objective evidence to calculate the 
provision for impairment of receivables disclosed as R405 286 827 (2009: R349 798 704) in 
note 13 to the financial statements, as required by the South African Statement of Generally 
Accepted Accounting Practice, IAS 39 (AC 133), Financial Instruments Recognition and 
Measurement. The municipality’s records did not permit the application of alternative audit 
procedures regarding the calculation of the provision for impairment of receivables. 
Consequently, I did not obtain all the information and explanations I considered necessary to 
satisfy myself as to the valuation and completeness of the provision for impairment of 
receivables. 

Trade and other payables 

8. I was unable to obtain sufficient appropriate audit evidence to support balances of 

R28 018 116 included in trade and other payables. The municipality’s system did not permit 
the application of alternative audit procedures. Consequently, I was unable to determine the 
completeness, existence, valuation and allocation, and rights and obligations of trade and 
other payables from exchange transactions of R56 915 530 (2009: R28 731 002) disclosed in 
note 24 to the financial statements. 

Revenue 

9. I was unable to obtain sufficient appropriate audit evidence for revenue of R45 437 813 
included in the total revenue of R366 317 206 (2009: R418 340 065) disclosed in the 
statement of financial performance. This was as a result of the municipality’s lack of key 
management controls over daily cash reconciliations. Furthermore the municipality failed to 
perform a rateable valuation reconciliation, resulting in a lack of sufficient appropriate audit 
evidence over the completeness of revenue and trade and other receivables. The 
municipality’s system did not permit the application of alternative audit procedures. 
Consequently, I was unable to determine the completeness, accuracy, occurrence, cut-off and 
classification of revenue. 

Expenditure 

10. I was unable to obtain sufficient appropriate audit evidence for expense transactions of 

R12 835 051 included in total expenditure of R397 241 118 (2009: R519 723 087) disclosed in 
the statement of financial performance. The municipality’s system did not permit the 
application of alternative audit procedures. Consequently, I was unable to determine the 
completeness, accuracy, occurrence, cut-off and classification of expenditure. 

Capital commitments 

11. I was unable to obtain sufficient appropriate audit evidence to support commitments of 

R31 235 000 included in total commitments of R99 032 728 (2009: R28 109 186) disclosed in 
note 46 to the financial statements. The municipality’s records did not permit the application of 
alternative audit procedures. Consequently, I was unable to determine the completeness, 
existence, rights and obligations, valuation and allocation of commitments. 

Non-current provisions 

12. The Standard of Generally Recognised Accounting Practice, GRAP 19, Provisions, Contingent 
Liabilities and Contingent Assets requires that the municipality should recognise a provision if 


the municipality has a present obligation for an outflow of economic resources that can be 
reliably estimated. The municipality was unable to provide sufficient and appropriate audit 
evidence to prove that the environmental rehabilitation provision of R2 197 699 in note 22 to 
the financial statements included reasonable estimated outflows for both the rehabilitation cost 
of a sewerage site and the landfill site. Additionally, calculations to support the valuation for 
the environmental rehabilitation could not be provided. The municipality’s records did not 
permit the application of alternative audit procedures regarding these provisions which due to 
the nature are deemed material. Consequently, I did not obtain all the information and 
explanations I considered necessary to satisfy myself as to the completeness of provisions of 
R2 197 699 disclosed in note 22 to the financial statements. I could not determine the effect of 
this limitation on the other account balances or classes of transactions contained in the 
financial statements. 

Contingent liabilities 

13. The Standard of Generally Recognised Accounting Practice, GRAP 19, Provisions, Contingent 
Liabilities and Contingent Assets, paragraph 34 requires that the municipality should disclose 
any contingent liabilities. The municipality did not disclose any contingent liabilities regarding 
the possible fines that the municipality might incur due to the illegal dumping sites. The 
municipality’s system did not permit the application of alternative audit procedures. 
Consequently, I was unable to determine the completeness of contingent liabilities of 

R3 180 946 disclosed in note 47 to the financial statements. 

Accumulated surplus 

14. I was unable to obtain sufficient appropriate audit evidence to support the prior year 
adjustments of R27 746 923 included in the accumulated surplus of R431 481 666 

(2009: R487 190 019) disclosed in the statement of changes in net assets and note 50 to the 
financial statements. The municipality’s records did not permit the application of alternative 
audit procedures. Consequently, I was unable to determine the existence, valuation and 
allocation, and rights and obligations of the accumulated surplus. 

Employee pension fund 

15. I was unable to obtain sufficient appropriate audit evidence to support the employee pension 
fund of R6 414 551 (2009: R5 833 210) disclosed in the statement of financial position. The 
municipality’s records did not permit the application of alternative audit procedures. 
Consequently, I was unable to determine the existence, valuation and allocation, and rights 
and obligations of employee pension fund. 

Long-term liabilities 

16. I was unable to obtain sufficient appropriate audit evidence for prior year journals amounting to 
R22 669 961 posted against long-term liabilities in the prior financial year. The municipality’s 
records did not permit the application of alternative audit procedures. Consequently, I was 
unable to determine the existence, valuation and allocation, and rights and obligations of long- 
term liabilities of R40 240 286 disclosed in the comparative figures of note 19 to the financial 
statements. 

Long-term debtors 

17. I was unable to obtain sufficient appropriate audit evidence for long-term debtors of 

R57 211 249 (2009: R50 185 306) disclosed in the statement of financial position and in note 6 
to the financial statements. The debtor relates to a piece of land sold by the municipality. 
Section 15 of the MFMA requires that before the disposal of any capital assets, the 
municipality must consider the fair market value of the asset and the economic community 
value, and when such disposal takes place, that the transfer of ownership of a capital asset be 
fair, equitable, transparent, competitive and consistent with the supply chain management policy. 
Contrary to this requirement, no valuations were performed on the land assets before it was 
transferred to the purchaser and no tender processes were followed. The municipality 


transferred ownership of these land assets to the buyer before receiving full payment of the 
selling price. A forensic investigation into the transaction is currently underway. I was unable to 
obtain evidence, other than management’s opinion to the contrary, that the developer would 
be able or have the intension to settle the remaining debt. I was also unable to recalculate 
management’s estimate of the discounted value. The municipality’s records did not permit the 
application of alternative audit procedures. Consequently, I was unable to determine the 
existence, valuation and allocation, and rights and obligations of this long-term debtor and the 
accuracy and occurrence of finance cost relating to the discounting of R7 025 943 for this 
long-term debtor included in the statement of financial performance. 

Bank overdraft 

18. I was unable to obtain sufficient appropriate audit evidence for prior year journals amounting to 
R14 800 544 posted against the bank account. Consequently, I was unable to determine the 
existence, valuation and allocation, and rights and obligations of cash and cash equivalents of 
R4 532 845 disclosed in the comparative figures of note 14 to the financial statements 

Investments in public private partnerships 

19. I was unable to obtain sufficient appropriate audit evidence to support the public private 
partnership of R8 771 930 (2009: R8 771 930) disclosed in the statement of financial position 
and in note 5 to the financial statements. Furthermore, I was unable to obtain sufficient 
appropriate audit evidence for the approval to enter into the public private partnership. 
Consequently, I was unable to determine the existence, valuation and allocation, and rights 
and obligations of the investments in public private partnerships. 

Unauthorised, irregular, fruitless and wasteful expenditure 

20. Section 125 of the MFMA requires disclosure of material irregular expenditure. I was unable to 
obtain sufficient appropriate audit evidence to determine if all irregular expenditure was 
detected and disclosed. I identified awards of R3 084 720 made in contravention of the 
municipality’s supply chain management policy, thus resulting in irregular expenditure. This 
was not disclosed in the notes to the financial statements. Consequently, I did not obtain 
sufficient appropriate audit evidence to satisfy myself that all material irregular expenditure had 
been disclosed in the notes to the financial statements. 

21. Section 125 of the MFMA requires disclosure of material unauthorised expenditure. The 
definition of unauthorised expenditure as per section 2 of the MFMA includes the 
overspending of the total amount appropriated for a vote in the approved budget. According to 
the municipality’s records, unauthorised expenditure of R87 457 118 was incurred during the 
year as a result of numerous expenses not budgeted for. This unauthorised expenditure was, 
however, not disclosed in the notes to the financial statements. 

Changes in accounting estimates and errors 

22. The Standard of Generally Recognised Accounting Practice, GRAP 3, Accounting Policies, 
Changes in Accounting Estimates and Errors, requires that the nature of the prior period 
errors, for each prior period presented, the amount of the correction for each financial 
statement line item affected and the amount of the correction at the beginning of the earliest 
prior period presented, be disclosed. The municipality did not include all of these required 
disclosures in note 50 to the financial statements. The municipality’s records did not permit the 
application of alternative audit procedures. Consequently the disclosure as required by GRAP 
3 is incomplete. 

Disclaimer of opinion 

23. Because of the significance of the matters described in the basis for disclaimer of opinion 
paragraphs, I have not been able to obtain sufficient appropriate audit evidence to provide a 
basis for an audit opinion. Accordingly, I do not express an opinion on the financial statements. 
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Emphasis of matters 

I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Irregular expenditure 

24. The municipality incurred irregular expenditure of Rll 887 095 as a result of supply chain 
management processes not being followed as disclosed in note 56 to the annual financial 
statements. 

Fruitless and wasteful expenditure 

25. The municipality incurred fruitless and wasteful expenditure of R22 686 as a result of interest 
and penalties due to late payments of creditors as disclosed in note 55 to the annual financial 
statements. 

Additional Matters 

I draw attention to the matter below. My opinion is not modified in respect of this matter: 

Unaudited supplementary schedules 

26. The supplementary information set out on pages [XX] to [XX] does not form part of the 
financial statements and is presented as additional information. I have not audited these 
schedules and accordingly I do not express an opinion thereon. 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

27. As required by the PAA and in terms of General Notice 1570 of 2009 issued in Government 
Gazette No. 32758 of 27 November 2009, I include below my findings on the report on 
predetermined objectives, compliance with the following key laws and their regulations and 
financial management (internal control): 

• MFMA 

• DoRA 

• Local Government: Municipal Systems Act of South Africa, 2000 (Act No. 32 of 2000) 
(MSA) 

• Municipal Structures Act of South Africa, 1998 (Act No. 117 of 1998) 

Predetermined objectives 

28. Material findings on the report on predetermined objectives, as set out on pages [XX]to [XX] 
are reported below: 

Non-compliance with regulatory and reporting requirements 

Lack of adoption or implementation of a performance management system 

29. The municipality did not adopt or implement a framework that describes and represents how 
the municipality’s cycle and processes of performance planning, monitoring, measurement, 
review, reporting and improvement will be conducted, organised and managed, including 
determining the roles of the different role players, required by sections 36, 38 and 41(2) of the 
MSA and regulations 7 and 8 of the Municipal Planning and Performance Management 
Regulations, 2001. 

The mayor did not adhere to required legislative responsibilities 

30. The mayor did not within 30 days of the end of each quarter, submit a report to the council on 
the implementation of the budget and the financial state of affairs of the municipality as 
required by section 52(d) of the MFMA 

31. The municipality could not provide sufficient appropriate audit evidence to support that the 
Mayor considered any of the requirements of section 54(1) of the MFMA. It could not be 
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confirmed whether he considered if the service delivery and budget implementation plan 
(SDBIP) needs revision or if the implemented budget was in accordance with the SDBIP. 

Timeliness of reported performance information 

32. The municipality did not submit their report on predetermined objectives within two months 
after the year-end as required by section 126(l)(a) of the MFMA. 

Inadequate content of integrated development plan 

33. The accounting officer did not ensure that the integrated development plan and strategic 
development and budget implementation plan of the municipality included the measurable 
objectives, expected outcomes, programme outputs, indicators (measures) and targets for all 
of the municipality’s programmes. 

Usefulness of reported performance information 

34. The following criteria were used to assess the usefulness of the planned and reported 
performance: 

• Consistency: Has the municipality reported on its performance with regard to its objectives, 
indicators and targets in its approved strategic plan? 

• Relevance: Is the performance information as reflected in the indicators and targets clearly 
linked to the predetermined objectives and mandate. Is this specific and measurable, and is 
the time period or deadline for delivery specified? 

• Measurability: Are objectives made measurable by means of indicators and targets? Are 
indicators well defined and verifiable, and are targets specific, measurable, and time 
bound? 

The following audit findings relate to the above criteria: 

Outputs are not included in the strategic plan 

35. The accounting officer did not align the performance targets between the SDBIP and the 
Annual Performance Report with the roles and responsibilities of the municipality. 

36. No outputs against which the reported achievements could be measured were included in the 
strategic plan. 

Compliance with laws and regulations 
Municipal Finance Management Act, 2003 

No reports regarding unauthorised, irregular, fruitless and wasteful expenditure incurred: 

37. The accounting officer did not submit any reports to the Mayor, the Provincial Treasury or the 
Auditor-General with regard to any unauthorised, irregular, fruitless and wasteful expenditure 
as required by section 32(4). 

No risk management performed: 

38. The accounting officer did not ensure that the municipality has and maintains effective, 
efficient and transparent systems financial and risk management required by section 
62(l)(c)(0. 

Payments not made within 30 days: 

39. The accounting officer did not take all reasonable steps to ensure that the municipality pay all 
their creditors within 30 days of receipt of statement or invoice as required by section 65(2)(e). 

Financial statements not submitted on time: 

40. The municipality did not submit their 2009/2010 financial statements within two months after 
the year-end as required by section 126(l)(a). 
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The internal audit was not established: 

41. The municipality did not have an internal audit function as required by section 165. 

The audit committee was not established: 

42. The municipality did not have an audit committee as required by section 166(1). 

Municipal Supply Chain Management Regulations 

Supply Chain Management legislative requirements were not implemented: 

43. Annual declarations of interest were not made by the councillors as required by section 
46(2)(e). 

Internal control 

44. I considered internal control relevant to my audit of the financial statements and the report on 
predetermined objectives and compliance with the MFMA, but not for the purposes of 
expressing an opinion on the effectiveness of internal control. 

45. The matters reported below are limited to the deficiencies identified during the audit. The 
matters reported below are limited to the significant deficiencies regarding the basis for 
disclaimer of opinion paragraph, the findings on the report on predetermined objectives and 
the findings on compliance with laws and regulations. 

• Leadership 

The leadership did not exercise sufficient oversight responsibility regarding financial and 
performance reporting and compliance and related internal controls. A lack of sufficient 
oversight and accountability by senior officials resulted in a number of repeat audit findings. 

• Financial and performance management 

There was a lack of continuity in certain key management positions, leading to these 
positions being filled by acting officials. The additional workload and pressure on the 
individuals who are acting in these positions had a negative impact on the financial 
reporting responsibility of the municipality. 

The municipality did not implement a proper record keeping system to ensure that 
complete, relevant and accurate information is accessible and available to support financial 
and performance reporting. 

Controls over daily and monthly processing and reconciling of transactions were not 
performed on a regular basis, contributing to material misstatements not being prevented or 
detected in the financial statements, despite the use of consultants to assist the municipality 
with the compilation of the financial statements. 

• Governance 

Risk management activities to ensure that regular risk assessments are conducted and that 
a risk strategy is developed and monitored, were not effective in resolving the prior year 
internal control deficiencies. 

There is currently no functioning internal audit or audit committee at the municipality. 
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OTHER REPORTS 


Investigations 

46. There is currently a special investigation underway at the municipality. The investigation 
relates to the alleged irregular transfer of municipality land and the public private partnership. 
The investigation has not yet been finalised at the date of this report. 


0 




- Cc- 


Rustenburg 
27 October 2011 
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